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KEY ECONOMIC INDICATORS 


All Values in Millions SF Exchange Rate (Floating) as of 4/10/75 
US $ 1.00 - SF 2.56 


ITEM 1974(2) % Change 1975 % Change (3) 
Over 1973 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 139,480 

GNP at Constant Prices - % Change 0.2 
Previous Years 

Indices: 
Industrial Production 4) (4963-100) 159 
Construction Cost Zurich (4) 170.8 

(Oct. 1966-100) 

Unemployed (indv.) 1,030 
Unfilled Positions (indv) 1,473 
Industrial Building Permits (units) 2,508 
Housing Permits (units) 45,422 


MONEY AND PRICES 
Money Supply (M) 44,5561 
Bank Credit Outstanding (72 banks) 132,481 
Interest Rates (%): 

Central Bank Disc. 

Lombard Rate 

Yield on Conf, Bonds 


Call Meney Rates - Zurich (4) 

Indices: 
Retail Sales (4) (Previous Year - 100) 103 
Consumer Price (Sept. 1966 - 100) 161.5 
Wholesale Price (1963 - 100) 149.5 
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Three Month Money — Surich (4) 05 
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BALANCE OF PAYMENTS AND TRADE 

Celd and Foreign Exchange Keserves 23 5045 

Trade Deficit 7,576 885 

Balance of Payments (Current Account ) 500 

Tetal Imports, CIF 42,929 6,093 
Imports from US 2,806 546 
US Share (4%) 6.5 9.0 

Total Exports, FOB 35,353 5 5208 
Exports to US 2,501 281 
US Share (%) 7A 5.4 


Main imports from US: Aircraft and parts, tobacco, organic chemicals, electrical 
equipment, motor vehicles and parts, business machines, including electronic 
data processing equipment, silver, precious stones, corn and wheat. 


Kk OK OK OK & 


(1) Average exchange rates per US $ 1.00: 1973 - SF 3.16; 1974 SF 2.98; first 
quarter 1975 - SF 2.49 


(2) All data end of year unless otherwise indicated, 
(3) Over same period in 1974 
(4) Average annual 


* February 1975  ** March 1975 
Seurce: La Vie Economique 





SUMMA RY 


The Swiss Government's restrictive anti-inflation policies 
and a slackening of foreign demand for Swiss exports have 
resulted in a stagnation of the economy and an easing 

of the chronically short labor supply. While the rate 

of inflation appears to be slowing, the Government is 
following a very cautious policy in relaxing its economic 
controls. Helped by a decline in the domestic consumption 
of petroleum products and increased earnings on capital 
investments abroad, Switzerland was one of the few non- 
oil producing countries to have a balance of payments 
surplus on current account in 1974. The rapid appre- 
ciation of the Swiss franc in recent months is making 

it progressively more difficult for Switzerland to sell 
its products abroad but has greatly improved the price 
competitiveness of U.S. products in the Swiss market. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Recession and Inflation Plague Swiss Economy 


The worldwide economic slump, which began for most countries 
in 1973, did not reach Switzerland until the latter part 

of 1974. While the Swiss Government's anti-inflation 
program had begun to reduce domestic demand by mid-1973, 

a large backlog of orders and continued high foreign demand 
for Swiss exports kept industry operating at peak capacity 
and full employment throughout most of 1974. By the end 

of the year, however, foreign demand had eased and the 
Government's restrictive policies began to slow the pace 

of economic activity. The last quarter of 1974 and early 
1975 saw a sharp drop in industrial production and capital 
investment, and continued declines in construction activity 
and retail trade volume. As a consequence, real GNP ex- 
panded by only 0.2 per cent in 1974, Since recession in 
other countries and the very high appreciation of the Swiss 
franc are expected to reduce further the demand for Swiss 
exports, and because the Government has decided to continue 
its basically restrictive economic policies, real GNP will 
probably decline 1-2 per cent during 1975. 


Faced with weakening domestic and foreign demand, a number 
of Swiss firms have found it necessary to lay off some 
workers for the first time in many years. Official figures 
on unemployment registered a 25-fold increase from February 
1974 to February 1975. While this is a rather startling 
statistical jump, the number of persons looking for work 

at the end of February 1975 was still less than 0.1 per 
cent of the total labor force. Although Government experts 
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anticipate a further rise in the number of jobless this 
year, unemployment is not expected to become a serious problem 
and should remain at very low levels by other countries’ 
standards. The official figures, however, appear to under- 
state the actual employment effects of the recession because 
they do not cover all workers and do not reflect those on 
short work weeks. For long-standing political and socio- 
logical reasons, which are being amplified by growing public 
concern over unemployment, the Government will continue to 
reduce the number of foreign workers in Switzerland (which 
now comprise about 30 per cent of the labor force). This 
policy should help to minimize the growth of unemployment 
but will make it even more difficult for non-Swiss exec- 
utives to obtain work permits. Wages, which rose 12-15 

per cent in 1974, will probably rise almost as much 

again this year. 


Inflationary pressures were stronger than ever during 
most of 1974, despite the Government's restrictive policies. 
At mid-year, consumer prices were moving upward at an 
annual rate of over 10 per cent while wholesale prices 
were going up almost 19 per cent per year. By the end 

of 1974, however, the passage of the bulge in import 
costs created by the quadrupling of oil prices in the 
latter part of 1973, the general easing of other raw 
material prices, and the dramatic revaluation of the 
Swiss franc all combined to produce a deceleration in 

the annual rate of inflation. As of March this year, 

the year-to-year increase in the consumer price index 

was down to 8.3 per cent and wholesale prices, for the 
first time in six years, actually declined 1.0 per cent 

. from March 1973 to March 1974. In spite of these signs 
of improvement, the Government believes that inflation 
remains Switzerland's primary economic concern. With 
rising wages and import costs providing the main impetus, 
most Swiss economists are predicting that consumer prices 


will increase by roughly 6-8 per cent over the course of 
1975. 


Trade and Capital Movements 


The rapid growth in the value of Switzerland's foreign 
trade in 1974 (imports up 17.3 per cent and exports up 
18.0 per cent) was primarily due to the worldwide 

escalation of prices. In terms of volume, imports actually 
declined 1.5 per cent below the 1973 level in response 

to reduced domestic demand. The volume of petroleum imports 
was down 9.2 per cent, while their value almost doubled. 

The prospects for 1975 are for a ¢ontinued inflationary 

rise in the total value of imports, although volume will 
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probably decline slightly once again. On the export side, 
inflation accounted for about three-fourths of the increase 
in value. Even so, the 4.5 per cent increase in export 
volume was a good performance considering the appreciation 
of the Swiss franc and the recessionary trends in other 
countries. The past several months, however, have seen 

an easing of foreign demand for Swiss products as evidenced 


by a steep fall off in exports of watches, textiles, and 
food products, and a marked shortening of order backlogs 
for machinery. As a result, the volume of exports is 
expected to register little or no growth in 1975. 


Since the first revaluation of the franc in May 1971, it 
has appreciated more than 44 per cent relative to all 
the currencies of the world (on a trade-weighted basis) 
and about 70 per cent against the dollar as of the end 
of March. Over the past twelve months, the franc/dollar 
exchange rate has varied from an average of slightly 
more than SF 3.00 in April 1974 (a 43 per cent revaluation 
of the franc since May 1971) to SF 2.39 on February 27, 
1975 (up 80 per cent). After holding relatively steady 
in the first half of 1974, the franc began a rapid up- 
ward movement in the second half of the year following 
the June failure of the Herstatt bank in Germany. This 
was followed by a steady decline in U.S. interest rates, 
efforts of the oil-producing countries to diversify out 
of dollar investments, and problems in certain banks, 
all of which generated large sales of dollars for francs. 
As the franc rose higher and higher, Swiss export and 
tourist industries found it increasingly difficult to 
compete and appealed to the Swiss Government for help. 
Various actions by the Swiss National Bank (discussed 
below) and a narrowing of interest rate differentials 
between the United States and Switzerland have helped 

to push the franc back down somewhat to its present 
level of approximately SF 2.56. 


Contrary to expectations at the beginning of the year, it 
now appears that Switzerland was one of the few non-oil 
producing countries to have a balance of payments surplus 
on current account in 1974. Preliminary estimates indi- 
cate the surplus was about SF 500 million ($ 168 million). 
Although the usual Swiss trade deficitincreased in 1974, 
income from Swiss capital invested abroad and other 
Invisibles increased sufficiently to generate the surplus. 
While there are no figures available on capital movements, 
the upward pressure on the franc makes it reasonable to 
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assume that the inflow of funds at the end of the year 
produced an overall capital surplus. Assuming that world 
petroleum prices remain at their present levels, the 
virtual stagnation of both import and export volume in 

1975 should preclude any major shifts in the current 
account balance. The volume and direction of capital flows 


this year will be largely determined by the effectiveness 
of the National Bank's capital controls and the trend 

of interest rates in the major industrial countries of 
the world. 


Government and National Bank Economic Policies 


Although the Government has decided to continue its 
basically restrictive economic policies, some exceptions 
are being made to help the weaker sections of the economy. 
Efforts over the past two years to redwe activity in 

the overheated construction sector were very successful; 
so much so that by the end of 1974 the building industry 
was the most depressed part of the economy. As a con- 
sequence, all restrictions on construction were lifted on 
January 1 this year, and credits for low-cost housing 

and other socially beneficial construction have been 
exempted from credit restrictions. The general economic 
slowdown this year, however, is likely to delay any 
recovery in building activity; residential construction 
will probably decline about 30 per cent in 1975. Additional 
credit facilities and an expanded export risk guarantee 
program may help the watch industry which has particularly 
been hard hit by the appreciation of the franc. 


A restrictive monetary policy has been the mainstay of the 
Swiss anti-inflation program and has sharply reduced 
domestic liquidity. By imposing a fixed ceiling on 

the annual expansion of bank credit portfolios and 
introducing minimum reserve requirements, the Swiss 
National Bank was able to reduce the money supply by 7.4 
per cent in 1974. The resulting escalation of interest 
rates and the easing of inflationary pressures have prompted 
the National Bank to cautiously relax its policies somewhat 
for 1975. The annual credit ceiling, which was increased 
from 6 to 7 per cent in 1974, will be continued at the 

7 per cent level at least until mid-1975; but, as indicated 
above, credits for certain types of Government-approved 
construction are now exempt from this limitation. Those 
banks which exceed the ceiling, as a number did in 1974, 
will still be required to deposit the excess in a blocked 
account with the National Bank,although in the past the 





contractive effects of such penalties have usually been 
offset by other measures. The gradual elimination of the 
minimum reserve requirements on domestic liabilities also 
helped to ease the tight liquidity situation and the 
National Bank says it plans to allow the money supply 

to grow approximately 6 per cent in 1975. Bank officials 
have stated that this policy is designed to steer a 
middle course between recession and inflation. 


Faced with growing budgetary deficits, the Federal 
Government proposed a new fiscal program in 1974 to hold 
down the growth of spending and to increase taxes. 

In a December 8 national referendum, however, Swiss 
voters rejected all tax increases. The result of the 
referendum forced the Government to make severe re- 
ductions in its spending programs for 1975. In an 
effort to resolve its fiscal problems the Government 

has again proposed various tax increases on which another 
referendum will be held June 8. In response to the 
accelerated demand for Swiss francs, the National Bank 

in early 1975 reintroduced measures intended to discourage 
capital inflows. It has, among other steps, prohibited 
interest payments on bank accounts held by nonresidents; 
imposed a negative interest rate onall nonresident 
deposits made after October 31, 1974 (first set at 

3 per cent per quarter and subsequently increased to 

10 per cent per quarter); placed increasingly strict 
limits on forward exchange transactions; and raised the 
minimum reserve requirements on bank liabilities to non- 
residents. In January 1975, the National Bank was obliged 
to intervene in the foreign exchange market for the first 
time in over two years. 


IMPLICATIONS FOR THE UNITED STATES 


Switzerland's trade with the United States during 1974 
and early 1975 clearly reflected the effects of the 
various devaluations of the dollar. The franc value of 
Swiss imports from the U.S. in 1974 rose 20.3 per cent, 
while exports to the U.S. increased only 2.3 per cent 
in value. Switzerland's trade deficit with the U.S. in 
1974 amounted to SF 304.9 million (about $ 102 million) 
which was almost three times greater than the 1973 
deficit. The trade figures for the first two months of 
1975 are even more illustrative of the growing price 
competitiveness of U.S. products in the Swiss market. 
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During January-February of this year imports from the 
U.S. continued to expand at an annual rate of 24.2 
per cent while total imports declined. Swiss exports 
to the U.S., on the other hand, fell 19.8 per cent. 
The U.S. share of total Swiss imports increased from 
6.4 per cent in 1973 and 6.5 per cent in 1974 to 9.0 
per cent in January-February 1975. 


Nonprice factors are also very important in determining 

the competitiveness of U.S. products. Many Swiss importers 
complain about the lack of continuity of supply from the 
U.S., poor aftersales service, and tough credit terms. 
Establishing and maintaining a position in the Swiss 

market requires (1) a sustained interest in the market, 

(2) close attention to quality control, (3) financial 
support of the agent/distributor for promotional activities, 
(4) observance of local commercial practices, and (5) 
compliance with local rules, customs and preferences. 


Industrial products with good market potential in 
Switzerland include pollution control instrumentation 

and equipment, process control instrumentation, health 
care equipment, laboratory instrumentation, business 
machines, and a wide variety of sophisticated electronic 
equipment. More details on the sales potential for 

these products are provided in a report entitled "Product 
Priority Listing for Switzerland" (Bern A-275, September 
18, 1974) which can be obtained through the Department of 
Commerce or one of its District Offices. Other Embassy 
reports which may be obtained through the Department of 
Commerce include: Market Potential for American Consumer 
Goods" (Bern A-324, November 25, 1974), “Power Equipment" 
(Bern A-284, October 1, 1974), and "Industrial Machinery 
and Equipment" (Bern A-065, March 27, 1975). In addition, 
market research on sales prospects for U.S. avionics 
equipment was performed for the Department of Commerce in 
autumn of 1974, and a report on the prospects for U.S. 
laboratory equipment will be sent to the Department in 
May. There will be a U.S. Government sponsored group 
exhibit at NUCLEX, a trade fair of equipment for the 
nuclear industry, held in Basel, October 7-1l, 1975. 


p} & 
*NNasne> 


4 
776-491° 





(ie 


a 
‘i 





